FIFO Features 

FIFO gives us a better indication 
of the value of ending inventory 

• It also increases net income 
because inventory that might be 
several years old is used to value 
the cost of goods sold 



FIFO Features 

FIFO gives us a better indication 
of the value of ending inventory 

It also increases net income 
because inventory that might be 
several years old is used to value 
the cost of goods sold 

• Increasing net income sounds good, 
but remember that it also has the 
potential to increase the amount 
of taxes that a company must pay 




UFO Features 

LIFO isn't a good indicator of ending 
inventory value because the left 
over inventory might be extremely 
old and, perhaps, obsolete 

♦ LIFO results in a valuation that is 
much lower than today's prices 
LIFO results in lower net income 
because cost of goods sold is higher 
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W. Avg Features 

It takes the weighted average of all 
units available for sale during the 
accounting period 

• Average cost produces results that 
fall somewhere between FIFO and 
LIFO. 
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Example FIFO 
Under Periodic System 
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Example W.A 
Under Periodic System 


[ Units Per Unit 

Cost 

| Available for Sale 4.500 

4.650,000 

Average - $4,650,000/ 4.500 - 1033 
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Example W.A 
Under Periodic System 



Inventory Levels 

Order Level / Reorder level / Reorder point 
* Maximum Consumption * Lead Time 
(Maximum) 
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Inventory Levels 


Maximum Stock Level 

= Reorder level - (Minimum consumption * 
Lead time) ♦ EOQ 



Inventory Levels 


Minimum Stock Level 

= Reorder level - (Average consumption # 
Lead time) 
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Inventory Levels 


Danger Level 

■ Average consumption * Emergency time 
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